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PARTNERSHIPS 


PREFACE 


The treatment of partnerships is fundamentally unchanged under the amended Act, 
that is, a partnership is not taxed as a separate entity. Partnership income will con- 
tinue to be taxed in the hands of partners but there will be new factors to be con- 
sidered in determining income at the partnership level. These factors are discussed 
in Part I of this publication which deals with the determination of partnership income. 


Before the start of the new system, capital cost allowance on depreciable property 
of a partnership was normally claimed by each partner, whereas the new legislation 
provides that capital cost allowance on partnership properties will be claimed by 
the partnership. There are transitional provisions for transferring the depreciation 
base from the partners to the partnership. These transitional rules including rules 
for depreciable farm property are set out in Part 2. 


Under the new legislation, the disposal of a partner’s interest in a partnership will 
generally result in a capital gain or loss. The amount of such gain or loss will be 
measured from the adjusted cost base of the partner’s interest. The determination 
of the adjusted cost base of a partnership interest including the special computations 
required in respect to partnership interests held at the start of the new system will 
require that the partner retain a record of 


(i) the original cost of his partnership interest, and financial information from 
pre-1972 taxation years respecting his partnership income and losses, his 
share of gains and losses on disposal of partnership capital assets, his con- 
tributions of capital and his drawings, 


(ii) the original cost, and the fair market value on Valuation Day of specific 
partnership items, 


(iii) annual adjusted cost base adjustments defined in subsections 53(1) and 
53(2) of the amended Act and in subsections 26(9.3) and 26(9.4) of the 
Income Tax Application Rules, 1971. 


When he disposes of his partnership interest the partner will complete and file form 
T2065 Determination of Deemed Cost of a Partnership Interest, and compute the 
adjusted cost base of his partnership interest as at that time. These matters are dis- 
cussed further in Part 3. 


A professional wishing to defer 1971 accounts receivable will complete and file the 
aforementioned form T2065 and compute the adjusted cost base of his partnership 
interest as at the end of the partnership fiscal period. The partner’s annual deferral 
respecting 1971 accounts receivable is based on the amount of the partnership interest 
adjusted cost base at the end of the current partnership fiscal period. The deferral 
method is described in the Department’s pamphlet, Professionals: Income Calcu- 
lation. 


With the introduction of tax on capital gains, rules are necessary to cover situations 
where property is transferred to and from partnerships. These property transfers 
may take place at the commencement of a partnership, during the lifetime of a partner- 
ship or at its dissolution or changeover to a proprietorship, another partnership or 
a corporation. The special ‘‘rollover’ provisions relating to property transfers are 
contained in Part 4. 
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DETERMINATION OF PARTNERSHIP INCOME 


General Rules (Section 96) 


Although the same system of reporting partnership in- 
come will be continued, with each partner declaring his 
share of any partnership income or loss in his own tax 
return, under the amended Act there are several signi- 
ficant changes in the income calculation itself. 


In fiscal periods ending after 1971, the partnership rather 
than each partner will claim capital cost allowance on 
depreciable property of the partnership (see Part 2). The 
partnership will also hold and amortize eligible capital 
property (that is, goodwill and other nothings) and make 
capital gains and losses on the disposition of partnership 


property. 


The calculation of partnership income will not include 
deductions for depletion allowance and exploration and 
development expenses, but where these items arise 
through a partnership activity, they will be allocated 
directly to the partners, and be claimed by the partners 
with similar items, if any, to which their non-partnership 
activities give rise. 


Each activity of the partnership will be viewed as being 
carried on by the partnership as if it were a separate 
person resident in Canada whose taxation year is the 
fiscal period of the partnership. Each taxable capital gain 
and allowable capital loss from disposition of partnership 
property, and the amount of any income or loss of the 
partnership from any source or sources in a particular 
place will be calculated for each fiscal period of the 
partnership. (For example, the business income earned 
in a province, the income for the year from logging opera- 
tions in a province, the income from property, etc.) 
These amounts, as calculated for the partnership are 
shared by the partners in the manner agreed on by them 
and each partner declares his share of each such item 
in the tax return of his taxation year in which the partner- 
ship’s fiscal period ends. The income that flows through 
to the partner retains its characteristics in respect of its 
source and nature and will be combined on his return 
with his non-partnership income and losses of a similar 


source and type. 


Rental Properties 


A partnership’s rental buildings will be held in the ap- 
propriate prescribed class or classes, and capital cost 
allowance will be limited, as usual, to the prescribed rates. 


However, there will now be an additional limitation with 
the effect that the partnership may not create or increase 
a rental loss through capital cost allowance claims on 
rental buildings. For this purpose, partnership rental 
buildings will be grouped together and the total amount 
of capital cost allowance which may be claimed by the 
partnership for the year on these buildings cannot exceed 
the total rental income, if any, after expenses but before 
capital cost allowance on the buildings. 


The partnership’s resulting net rental income or loss, as 
calculated within the above capital cost allowance limita- 
tions, is allocated among the partners according to their 
agreement and, of course, declared in the partners’ 
returns. 


Where a partner also holds rental property as a proprietor, 
these limits will apply in a similar way to his own rental 
buildings. The partner’s share of partnership rental in- 
come or loss, as allocated to him, will be combined with 
the total rental income or loss after expenses, but before 
capital cost allowance on his own rental buildings. The 
partner may claim capital cost allowance on his own 
rental buildings (subject to prescribed rates) only to the 
extent of ““combined”’ rental income, if any, as described 
above. 


Example 
CASEI RCASB a2 
Partnership rental income (loss) 
before C.C.A. $10,000 §$ (6,000) 
Less: C.C.A. (not exceeding None 
prescribed rates) 3,000 Allowed 
$ 7,000 $ (6,000) 


(Continued on next page) 


Example concluded 


50% thereof allocated as 
Partner A’s share 

Partner A’s own rental income (loss) 
before C.C.A. 

Partner A’s ‘combined’ rental income 
(loss) before C.C.A. on his own 


$ 3,500 $ (3,000) 


(8,000) 9,000 


rental buildings $ (4,500) $ 6,000 
Maximum C.C.A, claimable by Partner 

A as a proprietor on his own rental 

buildings (not to exceed prescribed None 

rates) Allowed 6,000 


Partner A’s rental income (loss) after 
maximum C.C.A, has been claimed 


on his rental buildings $ (4,500) NIL 


Another new rental property regulation provides that 
where a partnership acquires, after 1971, a rental building 
costing $50,000 or more, it must be set up in a separate 
capital cost class, instead of being combined with similar 
buildings in one class. 


Dividend Tax Credit (Sections 82 & 121) 


An individual who is a member of a partnership will be 
entitled to claim a dividend tax credit in respect of his 
share of any taxable dividend received by the partnership 
from a taxable Canadian corporation during a fiscal 
period of the partnership ending after 1971. 


The individual’s share of such a dividend, increased by 
one-third, will be included in his income of the taxation 
year in which the partnership’s fiscal period ends. He 
will be entitled to deduct from his tax otherwise payable 
for that year four-fifths of the amount of the increase 
mentioned above. Also, in computing income of that 
year, the partner may deduct his share of the allowable 
partnership expenses, if any, incurred in earning the 
dividend. 


Partnership Agreement (Section 103) 


Where members. of a partnership have agreed to share 
any income or loss of the partnership from any source, 
or to share any other amount in respect of any activity 
of the partnership that is relevant to the computation of 
the income or taxable income of any of the partners, 
and the principal reason for the agreement may reason- 
ably be considered to be the reduction or postponement 
of the tax that might otherwise have been payable, the 
partners’ arrangement for sharing these amounts could 
be set aside; for tax purposes, the amounts must be 
apportioned to the partners in a manner which is reason- 
able in the circumstances. 


Loss Carry-over (Section 111) 


Because a partnership’s incomes and losses from each 
source, and its taxable capital gains and allowable 
capital losses are fully allocated to the partners as of the 
end of each fiscal period, the loss carry-over provisions 
are not applied by the partnership. This is done by the 
partner in his own return by combining his share of 
partnership losses and his non-partnership losses, if any, 
and applying this against his combined partnership and 
non-partnership income, if any. Rules respecting the 
application of capital losses, are applied in a similar 
way by the partner in his own return. 


Income Averaging (Sections 118 & 119) 


As with loss carry-overs, the income averaging provisions 
(including farm averaging) are applicable, not to the 
partnership, but to the partner after combining his share 
of income and loss items from the partnership with his 
non-partnership incomes and losses. 


Part 2 


CAPITAL COST ALLOWANCE ON DEPRECIABLE 
PROPERTY OF PARTNERSHIPS 


Under the new legislation, capital cost allowance on de- 
preciable property of a partnership will be claimed by 
the partnership itself rather than each partner being al- 
lowed to claim as much as or as little as he may choose 
out of his entitlement. 


Special provisions have been made for the capital cost of 
the assets of the partnership and the undepreciated capital 
cost of the class to be taken over by the partnership. In 
essence, the partnership takes the lowest value after each 
partner’s capital cost and undepreciated balance has 
been “‘grossed-up” in proportion to his interest in the 
partnership. Each of the other partners may then deduct 
the difference between his own values and his propor- 
tionate interest in the amounts taken over by the partner- 
ship. This deduction may be claimed in whole or in part 
in any year the partner chooses. A detailed explanation 
of this transfer procedure follows. 


It should be noted that, where prior to the start of the 
new system, a partnership had been claiming capital 
cost allowance using its own schedules and none of the 
partners themselves claimed capital cost allowance on 
the partnership property, the partnership can continue 
using its own schedules under the new system. 


Transitional Rules — Depreciable Property of a 
Prescribed Class (Part XI) 

(Income Tax Application Rules, 1971 — 
Subsection 20(3)) 


In fiscal periods ending after December 31, 1971, the 
following capital cost matters will be dealt with in the 
partnership itself: 


(i) Capital cost allowance on the depreciable part- 
nership property. 


(ii) Recapture of capital cost allowance on disposal 
of depreciable partnership property after 1971. 


(iii) Terminal allowance on disposal of depreciable 
partnership property after 1971. 


(iv) Capital gains on depreciable partnership prop- 
erty after 1971. 


These items will now be part of the calculation of the 
income of the partnership before allocation of partner- 
ship income to the partners. 


It is necessary to effect a type of transfer of the capital 
cost and undepreciated capital cost of partnership-owned 
depreciable property from individual partners into the 
partnership itself as at January 1, 1972. In such situa- 
tions, special transitional rules provide for certain in- 
dividual partners to claim special allowances when their 
share of partnership capital cost and/or undepreciated 
capital cost is less than their own individual amounts 
were before the transfer. 


The following transitional rules will determine the deemed 
capital cost of each property and the undepreciated 
capital cost of property of a prescribed class to the part- 
nership, and the effect of the transfer on each partner’s 
tax position. 


1. The capital cost to the partnership of all properties 
of a class is deemed to be the lowest resulting amount 
when the following calculation is made for each 
partner who was a member on the later of June 18, 
1971, or the date the partnership was formed and 
who remained a partner until December 31, 1971: 


Partner’s “‘acquisition cost”’ 100 
of the property of the class xX 


Partner’s percentage 
share of the partnership 
property of the class 


A partner’s acquisition cost of property of a class is 
the aggregate of his undepreciated capital cost of 
that class as of December 31, 1971, and the total 
depreciation allowed to him before 1972 in respect 
of property of that class. 


The partnership’s deemed capital cost of the class on 
December 31, 1971, is then prorated over all prop- 


erties in the class on the basis of their fair market 
value on December 31, 1971, to determine the 
deemed capital cost of each property in the class. 


The excess, if any, of the partner’s capital cost of 
partnership property of the class at December 31, 
1971, over his share of its deemed capital cost to 
the partnership will be taken into consideration to 
determine the partner’s special deduction. (See 4 
below). 


The deemed undepreciated capital cost of the class 
to the partnership will be the lowest amount which 
results when the following formula is applied in 
respect to each partner who was a member on the 
later of June 18, 1971, or the date on which the 
partnership was formed and remained a partner 
until December 31, 1971: 


(A — B) 
G x 100 


In this formula, 


Ais the partner’s undepreciated capital cost of 
partnership property of the class at December 
ch ee a 


B is the lesser of: 


1) the amount by which the partner’s capital 
cost of all property of the class at Decem- 
ber 31, 1971 


exceeds 


his share of the partnership’s deemed capi- 
tal cost 


or 
2) A (as above) 


C is the partner’s percentage share of the partner- 
ship property of that class. 


The excess of the deemed capital cost of the partner- 
ship class over its deemed undepreciated capital cost 
will be considered to have been claimed by the 
partnership as capital cost allowance in prior years. 


In computing income for 1972 and subsequent taxa- 
tion years, each person who was a member of the 
partnership from June 18, 1971, to December 31, 
1971, may deduct up to the amount, if any, by which 
the aggregate of: 


(A) the lesser of: 


(i) the excess of the partner’s capital cost of 
the depreciable property of the class at 
December 31, 1971, over his share of the 
deemed capital cost to the partnership 


or 


(ii) the partner’s undepreciated capital cost of 
that class at December 31, 1971, 


and 


(B) the amount, if any, by which 


(i) the undepreciated capital cost to the partner 
of that class on December 31, 1971, less the 
amount, if any, determined under (A) 
above, 


exceeds 


(ii) the partner’s percentage of the deemed un- 
depreciated capital cost to the partnership 
of that class, 


exceeds the aggregate of amounts deducted in pre- 
vious years. 


Notwithstanding the provision in item 4. above, a 
person who became a member of a partnership after 
June 18, 1971, and continued to be a partner until 
December 31, 1971, will also be eligible for the de- 
duction described in 4. above. However, in this case, 
the partner will be allowed to deduct in any taxation 
year no more than 10% of the total of the amount 
described in 4. 


Illustration: Calculation of deemed capital cost and un- 
depreciated capital cost of a partnership’s depreciable 
property of a prescribed class. 


Note 


In this illustration, the partners are considered to have 
been members of the partnership from June 18, 1971, 
until December 31, 1971, without interruption. 


Partner Partner Partner 
A B (e 
Partner’s interest in property 
of the class 50% 25% 25% 


Acquisition cost to partner of 
property in the class at 


December 31, 1971 $30,000 $20,000 $15,000 


Capital cost to the partner of 
property in the class at 


December 31, 1971 $28,000 $19,000 $15,000 


Undepreciated capital cost of 
the class of each partner at 


December 31, 1971 $26,000 $17,000 $14,000 


1. Calculation of deemed capital cost to the partnership 
of all property of the class 


Least of: 
Partner A — $30,000 X 100 = $60,000 
50 
Partner B — $20,000 x 100 = $80,000 
D5) 
Partner C— $15,000 x 100 = $60,000 
25 


Therefore, the deemed capital cost of all property of 
the class to the partnership is $60,000. A portion of 
this amount is allocated to each property in the 
class at December 31, 1971, in the proportion that 
the fair market value of the property at December 
31, 1971, is of the fair market value of all the property 
of the class at that date. The amount so allocated to 
each depreciable property is deemed to be its capital 
cost to the partnership. 


2. Calculation of the deemed undepreciated capital cost 


The excess of the deemed capital cost over the 
deemed undepreciated capital cost of the class is 
deemed to be capital cost allowance claimed by the 
partnership in prior years, that is, $60,000 — $52,000 
= $8,000. 


Calculation of amounts eligible for special deduction 
by partners 


Partner Partner Partner 
A B G 
Partner’s capital cost of 
property in the class at 
December 31, 1971 
Deduct: Each partner’s share 
of the deemed partnership 
capital cost of all property 
of the class 
Partner A—50% of $60,000 30,000 


$28,000 $19,000 $15,000 


Partner B—25%, of $60,000 15,000 
Partner C—25% of $60,000 15,000 
Excess Capital Cost NIL $ 4,000 NIL 


(This amount is not allowed 

to exceed the amount of 

the partner’s undepreciated 

capital cost at December 

31, 1971) 
Partner’s undepreciated capital 

cost at December 31, 1971 $26,000 $17,000 $14,000 
Deduct: Excess capital 

cost above NIL 4,000 NIL 

$26,000 $13,000 $14,000 

Deduct: Each partner’s share 

of deemed partnership un- 

depreciated capital cost 
Partner A—50% of $52,000 26,000 


Partner B—25% of $52,000 13,000 
Partner C—25% of $52,000 13,000 
Excess undepreciated 

capital cost NIL NIL $ 1,000 
Add: Excess capital 

cost above NIL 4,000 NIL 


Total amount eligible for 
special deduction by in- 
dividual partners in 1972 


of the class to the partnership. and/or subsequent years. NIL $ 4,000 $ 1,000 
Least of: 
* 
Pane a x }s26,000 — [$28,000 — (50% of 560,000) = $52,000 
*The amount in brackets (50% of $60,000) is limited to a maximum of $28,000. 
ge ae x }17,000 — [$19,000 — (25% of $60,000)}{ = $52,000 
aE en x }14,000 — [$15,000 — (25% of $60,000)it = $56,000 


Therefore, the deemed undepreciated capital cost of the class to the partnership is $52,000. 


FARMERS AND FISHERMEN — PART XVII 


Depreciable Property Other Than Depreciable 
Property of a Prescribed Class 


(Income Tax Application Rules, 1971 — 
Subsection 20(5)) 


Where a farming or fishing partnership has been claiming 
capital cost allowance using its own schedules, and none 
of the partners themselves have claimed capital cost 
allowance on the partnership property, the partnership 
can continue using its own schedules under the amended 
Act. 


However, as was the case with partnerships having de- 
preciable property of a prescribed class, where one or 
more of the partners have kept their own schedules and 
claimed capital cost allowance on their own share of 
depreciable property of the partnership under Part XVII 
of the Income Tax Regulations, transitional rules are 
provided for transferring the depreciable property from 
the individual partners to the partnership. This enables 
the partnership instead of the partners to continue 
depreciating the property for 1972 and subsequent taxa- 
tion years, as is required under the amended Act. 


It is necessary, in effect, to “‘transfer’’ every partner’s 
capital cost and undepreciated balance of each depre- 
ciable partnership property held under Part XVII on 
December 31, 1971, from the partners to the partnership. 


The following rules will determine the deemed capital 
cost and undepreciated balance of each such property to 
the partnership and the effect of the “transfer” on the 
partner’s income tax position. 


1. The capital cost of each such property to the partner- 
ship is deemed to be the lowest of the resulting 
amounts when the following calculation is made for 
each partner who was a partner on the later of June 
18, 1971, or the day the partnership was created, 
and who remained a partner until December 31, 1971: 


Capital cost of the depreciable 

property to the partner x 100 

Partner’s percentage 
share of the whole 


partnership property 


2. The deemed undepreciated balance of each such 
property to the partnership will be the lowest of the 
resulting amounts when the following calculation is 


made for each partner who had an interest in the 
property on December 31, 1971: 


Undepreciated balance of the 
property to the partner x 
at December 31, 1971 


100 


Partner’s percentage 
share of the whole 
partnership property 


3. The partnership is deemed to have claimed as depre- 
ciation in prior years the excess, if any, of its deemed 
capital cost over its deemed undepreciated balance. 


4. Having computed the partnership’s deemed unde- 
preciated balance of a property, each partner will be 
entitled to deduct the amount of the excess, if any, 
of his own undepreciated balance of the property as 
at December 31, 1971, over his share of the partner- 
ship’s deemed undepreciated balance of the property. 
This amount may be deducted in any one year after 
1971 or the deduction may be spread over any num- 
ber of years after 1971, as the taxpayer chooses. 
The deduction is permitted even though the person 
became a partner after June 18, 1971, unlike the rule 
for Part XI property which limits the yearly deduc- 
tion of such a partner to a maximum 10% of the 
total. 


Illustration: Calculation of deemed capital cost and 
deemed undepreciated balance of a depreciable property 
to a partnership where depreciation was being claimed 
under Part XVII of the Income Tax Regulations by the 
partners before December 31, 1971. 


Partner Partner Partner 
A B C 
Partner’s interest in the property 25% 2555 50% 
Capital cost of the property 
to the partner 
Partner’s undepreciated balance 
at December 31, 1971 $ 


$1,000 $1,500 $ 3,500 


400 $ 900 $ 2,700 


1. Calculation of the deemed capital cost to the partner- 
ship of the property 


Least of: 
Partner A — $1,000 x 100 = $4,000 
25 
Partner B— $1,500 X 100 = $6,000 
25 
Partner C — $3,500 X 100 = $7,000 
50 


Therefore, the deemed capital cost of the property 
to the partnership is $4,000. 


Calculation of the deemed undepreciated balance to 
the partnership of the property 


Least of: 
Partner A—$ 400 x 100 = $1,600 
25 
Partner B—$ 900 x 100 = $3,600 
25 
Partner C — $2,700 xX 100 = $5,400 
50 


Therefore, the deemed undepreciated balance to the 
partnership of the property is $1,600. 


The amount of the excess of the deemed capital cost 
over the deemed undepreciated balance of the prop- 
erty deemed to have been claimed as depreciation 
by the partnership in prior years is $2,400. 


Calculation of amount of special deduction allowed 
to partners after 1971 


Partner Partner Partner 
A B S 

Partner’s undepreciated 

balance of that property 

at December 31, 1971 $ 400° $ 900 $ 2,700 
Deduct: Each partner’s share 

of the deemed undepreciated 

balance of the property 

to the partnership 
Partner A—25% of $1,600 400 
Partner B—25% of $1,600 400 
Partner C—S0% of $1,600 800 
Amounts eligible for special 

deduction by individual 

partners in 1972 and/or 

subsequent years NIL $ 500 $ 1,900 


Calculations of the type outlined above would be 
made for each partnership depreciable property 
held by the partners under Part XVII of the Income 
Tax Regulations at December 31, 1971. 


Panto 
REALIZATION OF A PARTNERSHIP INTEREST 


Under the amended Act every property of a partnership 
(including its goodwill) is owned by the partnership 
itself, not by the individual partners. Any gains or losses 
on disposal of its property are calculated for the partner- 
ship as though it were a separate person. 


However a taxpayer’s total rights and obligations as a 
partner, referred to as his “partnership interest’, is 
acquired and sold by the partner personally. In effect a 
person acquires a partnership interest by becoming a 
member of a partnership and disposes of the interest 
when he withdraws from the partnership. 


One-half of any gain or loss on disposal of a partnership 
interest is taxed in a partner’s hands under the new capital 
gains provisions. In calculating such a gain or loss the 
“adjusted cost base’’ of the partnership interest is de- 
ducted from the partner’s proteeds of disposition. ‘‘Ad- 
justed cost base” is the term which generally describes 
the amount which is deductible from the proceeds when 
computing a capital gain or loss on the disposition of a 
capital property. 


Illustration: Gain or Loss on Disposal of a Partnership 
Interest 


Case 1 Case 2 

Proceeds received by 

partner for his interest $9,000 $5,000 
Less: 
Adjusted cost base of 

partnership interest $6,400 $7,200 
Costs incurred in selling 

the interest 700 7,100 450 7,650 
Partner’s capital gain 

(or loss) $1,900 $(2 , 650) 
Taxable capital gain 

(or allowable capital loss) $ 950 $(1 ,325) 


Adjusted Cost Base 


The “adjusted cost base” is the original cost of the in- 
terest with adjustments for earnings, drawings and other 
similar transactions between the partner and the partner- 
ship which affect the value of the interest. 


Illustration: Adjusted Cost Base 


Original cost of partnership interest on January 1, 1972 $5,300 
Add: 
Partner’s share of partnership income 1972 2,200 


(Taxable in partner’s hands — 1972) 


$7,500 
Deduct: 
Partner’s drawings in 1972 1,300 
Adjusted cost base of partnership interest 
at December 31, 1972 $6,200 


Original ‘‘Cost’”’ of Partnership Interest — 
(Income Tax Application Rules, 1971 — 
Subsection 26(9)) 


Where a partnership interest is acquired after December 
31, 1971, “‘cost’”’ has its usual meaning, but where a tax- 
payer has been a member of the partnership continuously 
from a date prior to January 1, 1972, a special calculation 
must be used to determine the “cost” for tax purposes. 
This calculation, which will be described later, is neces- 
sary to avoid taxing any gain in the value of the interest 
which accrued before the new capital gains provisions 
came into effect. 


Adjustments to Cost 


The calculation, at any particular time, of the adjusted 
cost base of a partnership interest calls for various adjust- 
ments to the “‘cost’’ of the interest. These are: 


Additions: 


1. The partner’s share of income of the partnership for 
each fiscal period ending after 1971, computed as if 
100% instead of 50% of any gains on partnership 
capital property disposals were included in income. 


The partner’s share of any. capital dividends received 
on shares of the capital stock of a corporation which 
were owned by the partnership. 


3. The partner’s share of the net proceeds of life in- 
surance policies received after 1971. 


4. The partner’s contributions of capital to the partner- 
ship after 1971. 


Deductions: 


1. The partner’s share of any loss of the partnership 
for each fiscal period ending after 1971, computed as 
if 100% instead of 50% of losses on partnership 
capital property disposals were included in the loss. 


2. The partner’s share of any charitable gifts made by 
the partnership after 1971. 


3. The partner’s drawings, after 1971, of his share of 
partnership income or capital. 


Note 


The above list of cost base adjustments include only the 
more common items requiring adjustment. A number of 
other items also require adjustment particularly in cases 
where a partner has owned an interest continuously since 
December 31, 1971. For complete details of these adjust- 
ments, reference should be made to the Income Tax Act 
(subsections 53(1) and 53(2)) and to the Income Tax 
Application Rules, 1971 (subsections 26(9.3) and 26(9.4). 


Partial Disposition 
(Section 43) 


In most cases the adjusted cost base of a partnership 
interest will need to be calculated only at the time that a 
partner disposes of part or all of his partnership interest. 
Where a taxpayer disposes of only part of his interest, 
an equivalent proportion of the adjusted cost base as 
calculated at that particular time is deducted from the 
proceeds of disposition in computing the taxpayer’s gain 
or loss. 


Illustration: Disposal of Part of a Partnership Interest 


Proceeds of disposition received for half of a 
partner’s interest 

Adjusted cost base of the partner’s whole interest 
calculated as at date of sale — $3,400 

Deduct 50% of $3,400 1,700 

Partner’s capital gain on disposal of half of his 
partnership interest 


Taxable capital gain $400 


$2,500 


Negative Adjusted Cost Base 
(Subsections 40(3) and 100(2)) 


The adjusted cost base of a partnership interest may be 
a negative amount at the time of disposition (due to 
losses, drawings, etc.). In that case, the negative amount 
(or, in a partial disposition an equivalent portion of the 
negative amount) is added to the proceeds of disposition 
to determine the capital gain. 


Illustration: Negative Adjusted Cost Base 


Proceeds of disposition received $1,950 
Adjusted Cost Base at date of sale 
(Deductions exceed the original cost 


plus additions) (500) 
$2,450 

Deduct — Cost of selling 100 
Partner’s capital gain $2,350 
Taxable capital gain $1,175 


As long as there is no actual disposal of his interest by 
the partner a negative adjusted cost base will not be 
taxed as a capital gain. This is unlike all other capital 
properties where a negative adjusted cost base is treated 
as a capital gain as soon as it arises even when there is 
no actual disposal at the time. 


Continuing Partnership Interest 
(Subsection 98(1.1)) 


A special rule applies where, after 1971, a partner leaves a 
partnership but has not yet been fully paid his entitle- 
ment by the partnership. For capital gains purposes he 
will be deemed not to have disposed of his interest. 
As he is paid by the partnership he will make the usual 
deductions from his adjusted cost base, but when the 
adjusted cost base becomes negative, the negative amount 
plus each amount paid ‘thereafter will be treated as a 
capital gain in the year it is received. 


‘*Cost’’ of Partnership Interest Owned 
at December 31, 1971 ‘ 
(Income Tax Application Rules, 1971 — 
Subsection 26(9)) 


As mentioned previously, a special computation of the 
“cost” of a partnership interest is required if the taxpayer 
has been a partner continuously since December 31, 1971. 
Details of the required computation will be set out ona 
form provided by the Department of National Revenue- 
Taxation. A tentative draft of this form is included on 
pages 11, 12 and 13 at the end of this Part. The cost of a 
partnership interest owned continuously since before 
January 1, 1972, is deemed to be the median (i.e. middle) 
value of three computed amounts. These amounts are 
referred to as ACTUAL COST, ADJUSTED FAIR 
MARKET VALUE and TAX EQUITY VALUE. 


The use of this median value means that: 


a) gains which took place before Valuation Day are 
not taxed, nor are gains which take place after 
Valuation Day taxed to the extent that they represent 
the recovery of losses that took place before Valua- 
tion Day, and 


b) losses which took place before Valuation Day are 
not allowed, nor are losses which take place after 
Valuation Day allowed to the extent that they 
represent the reduction of gains that took place 


before Valuation Day. 


Calculation of Deemed Cost 


It will be necessary to compute the deemed cost of a 
partnership interest owned at December 31, 1971, when 
all or part of the interest is sold. The three values cannot 
be computed in advance of the time of sale since each 
value takes into consideration events that occur up to 
the time of the sale. 


As indicated previously, the three values to be used to 
reckon the deemed cost of a partnership interest owned 
continuously since December 31, 1971, are amounts that 
must be calculated by the taxpayer. Since a person making 
these calculations is advised to follow the sequence of 
the steps set out on the form designed for this purpose, 
a basic understanding of the purpose of the three values 
should facilitate this task. 


Each computation is made at the date of disposal of the 
partnership interest in order to take advantage of hind- 
sight to determine or confirm amounts which were pre- 
viously unknown or uncertain. Each computation then 
contains adjustments to move the data forward or back 
in time so that each of the three values is comparable 
at a common date, namely, the date on which the new 
system commenced. The following discussion assumes a 
December 31 year end. 


Actual Cost 


This is the amount originally paid for the interest before 
1972, adjusted for transactions which took place before 
1972 that affected the original cost. For example, the 
partner’s share of pre-1972 drawings is deducted. 


Adjusted Fair Market Value 


This represents the fair market value on disposition ad- 
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justed to reverse adjustments to adjusted cost base which 
occurred since 1971. 


Tax Equity Value 


The purpose of this computation is to establish the part- 
ner’s share of the tax value of partnership assets less 
liabilities at the comparison date, January 1, 1972. For 
example, cash on hand as at that date is listed among the 
assets. Capital properties are listed and valued in such 
a way that capital gains which accrued before 1972 are 
included. Tax Equity Value will also include part of the 
partnership goodwill, depending on the year in which the 
partnership interest was sold and its value at that time. 


We have not considered the possibility of partial sales 
and additional purchases after 1971 in the above three 
paragraphs. 


If the partnership’s fiscal year is other than the calendar 
year, the authorized form provides additional adjust- 
ments to compensate for the difference in timing. 


It should be noted that once the amount of the three 
values has been computed, and the middle amount has 
been selected as deemed ‘“‘cost’’, it is necessary to apply 
the usual base adjustments in order to arrive at adjusted 
cost base. 


Example 

Adjusted Fair Market Value $5,000 
Actual Cost $6,000 
Tax Equity Value $4,000 


The median value ($5,000) will be designated as ‘Deemed 
Cost’’. Adjusted cost base is then calculated as follows: 


Deemed Cost $5,000 
Base Adjustments 
(e.g., add profits, ($4,500), 
deduct drawings ($2,000) after 1971) 2,500 (net) 
ADJUSTED COST BASE $7,500 


2, DEPARTMENT OF NATIONAL REVENUE. TAXATIGN 72065 


DETERMINATION OF DEEMED COST OF A PARTNERSHIP INTEREST 


e For use by a partner who, having been a partner continuously since prior to 1972, sells all or part of his interest in the 
partnership. 


e If the partner is an individual, one completed copy ts to be filed with his return. If the partner is a corporation, two 
completed copies are to be filed with the Corporation Income Tax Return (form T2). 


e As this form does not contain all the information essential for its completion, consult the Guide provided which contains 
detailed instructions. 


NAME OF PARTNFR PRINT SOCIAL i'NSICRANCF NUMBFR 


ee iv ar 
ead Hae oe 
ADDRESS os a x ae 2 


NAME OF PARTNERS 10 PRINT 


ADDRESS 


TRANSACTION DATE DAT+ OF SALE | KEY DATE \FIRST DAY OF FIRST FISCAL PERIOD ENDING IN 1972) 


ieee of Areas ‘’A’’, ’B’’ and ‘‘C’’ 


leActualcostuicom: Area var be lows ln r= ests cee eae ee ot eee $ 


2. Adjusted Fair Market Value (from Area ‘'B’’ below) -------------------- 


Ww 


. Tax Equity Value (from Area ‘’C’’ on page 2) - ----------------------- 


Deemed Cost—Enter the amount which is neither the least nor the greatest of the above three amounts. 
/f two of the amounts are the same, use that amount $ 


———Area ‘’A’’ — Actual Cost 
Items 2-5 inclusive and 7-10 inclusive refer to transactions occurring before 1972 


1. Your cost of all interests in the partnership purchased from other persons ------------------- 
2. Your capital contribution to the partnership - -- ------------------------------------ 
3. Your income for income tax purposes from the partnership- - ---------------------------- 
4. Your share of the partnership’s gains not included for income tax purposes ----------------- 
5. For a Professional Partnership, your share of the professional accounts receivable at the end of the 
1971 fiscal period if you reported income from the partnership on the ‘‘cash’’ basis------------- 
Total = 
Deduct: 
6. The ‘‘Adjusted Cost Base’’ of part interests disposed of after 1971 --------- $ 


7. The ‘‘Actual Cost’’ of part interests disposed of --------------------- - 
8. Your share of losses for income tax purposes from partnership- ------------ : 
9. Your share of partnership losses on capital assets not deducted 
for income! tax punpoOSeS!) = ="= = = == Si = 9S Sin ae een) a mn ein i a 
10. Your drawings: === \- <= :<5 6 52 ae aia Be Saas Hin Se iw a he 
Total Deductions $ 
Actua! Cost— Enter this amount in item 1 of “‘Summary’’ above (if amount is negative, enter zero).----$ 


Area ‘’B’’ — Adjusted Fair Market Value 


1. Fair market value of your partnership interest at ‘Transaction Date’ - --------------------- 
2 Add: Adjusted Gost: Bases COGUCtTONS sais ea eT eee me a a 


OY De diet sar AG totes Cos th BAS Cera ON See a aI 
Adjusted Fair Market Value—Enter this amount in item 2 of ‘‘Summary”’ above (if amount is negative, enter zero). 


CERTIFICATION 


| HEREBY CERTIFY that the information given in this form, and in any documents attached, is true, correct and complete in 
every respect. 


Signature of Individual or Authorized Officer of Corporation 


Position or Rank of Authorized Officer of Corporation 


i 


2 


— 


1. Money on hand at “‘Key Date™’ 


Area “‘C’’ —Tax Equity Value 


2. Partnership Property at ‘Key Date’ (except Capital Property and Eligible Capita! Property) 
Funds on deposit -seeeee 
Accounts receivable 
Inventory 
Other (Specify) 


Total $ 
3. Non-depreciable Capital Property (comp/ete Schedule 1 on page 3 and enter ‘‘Total’’) 


4. Depreciable Capital Property (complete Schedules 2,3 and 4 on page 3 and enter ‘'Total”’ fromeach) - - - 
“Total’’ from Schedule 2 5 ee ee 
“'Total’’ from Schedule 3 a ee 
“'Total’’ from Schedule 4 


Total Depreciable Capital Property $ 


5. Eligible Capital Property (e.g. goodwill, etc.) 


Estimated Fair Market Value of “SA Applicable Percent 
Eligible Capital Property at ‘Transaction Date’ $ —___"___________ X_ from table below 
] 


YEAR OF | 
1972]1973)1974] 19758] 1976] 1977 97 TST 11980 198) 1982? (1982 |1984 
Rae DATE G : ‘ e| id feces . 2 


a — 4 
| APruicaste PERCENT] GW 5h 50" a9 40 af a0 2. ~v [is ho || v 
4 


Total $ 


6. Deduct: All amounts owing by the partnership at “Key Date’’ (If the partnership income was reported 
on a ‘‘cash"' basis in 1971 do not include debts deductible in computing income in 
subsequent years. ) 


Difference (if amount is negative, enter zero) $ 


7. Your proportionate share in partnership 
at “‘Key Date’ (e.g. 1/3 or 33%) _—CX “’dDifference’’ above $ 


8. Your cost of all interests in the partnership purchased from other persons after 1971 


9. Your capital contributions to the partnership in ‘‘Stub Period’’*, if partnership's 
fiscal period did not end on December 31, 1971 


Total $ 
Deduct: . 
10. Your drawings in the ‘’Stub Period’’*, if partnership's fiscal 
period did not end on December 31, 1971 
11. ‘Adjusted Cost Base’’ of part interests sold after 1971 


Total deductions $ 


Tax Equity Value—Enter this amount in item3 of ‘‘Summary”’ on page 1 (if amount 1s negative, enter zero).$ 


*Note: Where the 1972 fiscal period of the partnership commenced in 1971, that portion of the fiscal period that falls 
in the 1971 calendar year is designated as the Stub Period. 
Example: If the 1972 fiscal period is October 1, 1971 to September 30, 1972, the Stub Period is October 1, 1971 
to December 31, 1971 
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Schedule 1 -Non-depreciable Capital Property. 


List only assets owned at “Key Date’’ and still held or disposed of after 1971. It space ts insufficient. attach statements 


Bee Column 1 Column 2 Column 3 Column 4 Column 5 
escription of Assets Cost Valuation Day Present Value Select Middle 
Value or Proceeds Amount 


List only assets owned at Key Date’ and disposed of during © Stub Period’’*, if applicable 


Description of Assets Proceeds 


Total Proceeds $ teed WES) 


Tota! —Enter this amount in item 3 of Area ‘’C’" on page 2 $ 


Schedule 2 


List asset classes as at January 1, 1972, If space is insufficient, attach statement. 


Column 1 Column 2 Column 3 Column 4 
Class Number Undepreciated Capita! Cost Capital Cost of Additions Greater of Col. 2 less Col. 3. 
ag at January 1, 1972 in ‘'Stub Period’** or zero 


Total —Enter this amount in item 4 of Area ‘‘C’’ on page 2 $ 


Schedule 3 


List only assets owned at “Key Date’ and still held o disposed of after 1971. If space is insufficient, attach statement. 


Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 
Description of Assets Present Value or Valuation Day Lesser of Capital Cost Greater of 
Proceeds if sold Value Col. 2 o Col. 3 Col. 4 less Col. 5, 
after 1971 ) 9% or zero 
WAY “ . 


Total — Enter this amount in item 4 of Area ‘‘C’* on page 2 $ 


Schedule 4 


List only assets owned at ‘‘Key Date’ and disposed of in “Stub Period’’*, if applicable. If space is insufficient, attach statement. 


Column 1 Column 2 Column 3 Column 4 Column 5 Column 6 Column 7 
Description of Proceeds Capital Cost Lesser of Undepreciated Greater of Greater of 
Assets Col. 2 or Col. 3 Capital Cost of | Col.4 less Col. 5 Col.2 lessCol.6, 
Class at time of or zero or zero 
Asset Disposal 


Total —Enter this amount in item 4 of Area ‘‘C’’ on page 2 §$ 


**’Stub Period’’ — Where the 1972 fiscal! period of the partnership commenced in 1971, that portion of the fiscal period that falls in the 
1971 calendar vear is desianated as the ‘‘Stub Period’’. 
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Part 4 


PROPERTY ROLLOVERS AND PARTNERSHIP 
DISSOLUTION 


The general rule in respect to transactions between a 
partnership and its members (including contributions and 
withdrawals of capital) is that such transactions take 
place at the fair market value of the property involved. 


This rule could result in capital gains on property in 
circumstances where there is no actual economic ex- 
change or realization. In order to mitigate the effect of 
the general rule, special rules have been provided whereby 
in specified circumstances all or part of the gain can be 
deferred. 


These special rules may apply where: 


(a) property is transferred to a partnership by a partner 
or by a person about to become a partner, 

(b) property is transferred from a partnership to a cor- 

poration, 

(c) apartnership is wound-up after transferring property 

to a corporation, 

(d) property of a partnership is distributed to the part- 

ners who become joint owners of the property, 

(e) property of a partnership is transferred to one of the 

partners who carries on the business as a sole 

proprietor. 


The general intent of these provisions, which will now be 
discussed in some detail, is to permit a taxpayer to change 
the medium through which he holds property (that is, 
through a partnership, corporation, personally, etc.) 
without bringing accrued gains into income at the time 
of transfer. 


Property Transferred To A Partnership 
(Section 97) 


A partner, or a person about to become a partner, can 
transfer property to a Canadian partnership at such price 


as he and all the partners agree, but the agreed amount 
shall not be: 


(a) less than the fair market value of the consideration 
other than an interest in the partnership, received in 
exchange for the property 


nor may it be 


(b) more than the fair market value of the property 
transferred to the partnership. 


The difference between the fair market value of property 
received and the agreed amount will be part of the cost of 
his interest in the partnership. 


Example 


Fair market value of property transferred to 
partnership 

Fair market value of property received in exchange 
from partnership, exclusive of any interest 
in the partnership 


$9,000 


$6,000 


If the vendor and all members of the partnership agree, 
they may elect to treat any amount between $6,000 and 
$9,000 as cost of the property to the partnership and as 
proceeds of the property to the vendor, and the difference 
between that agreed amount and the $6,000 will be 
included in the cost of the interest in the partnership to 
the vendor. 


If the vendor, after the transaction, has more than one- 
half interest in the partnership capital or in the partner- 
ship income from any source, he cannot claim any loss 
that might arise from the disposal. Rather he must in- 
clude this loss in the adjusted cost base of his interest 
in the partnership. 


If the property is depreciable and the agreed price is less 
than the capital cost to the vendor, the partnership is 
deemed to have the vendor’s capital cost and to have 
claimed capital cost allowance for the difference. 


Property Transferred From A Partnership 
To A Corporation 
(Section 85) 


A partnership may transfer capital property and eligible 
capital property to a Canadian corporation, at least 80% 
of the shares of which are owned by the partnership 
immediately after the transfer, at prices which will 
eliminate or reduce the capital gains or taxable proceeds 
which would be realized by the partnership if the ordinary 
fair market value rule applied. 


The rules applying to such a transfer are that the corpora- 
tion and all members of the partnership must elect that 
the agreed upon amount be treated as the proceeds and 
cost of the property transferred. The amount they may 
agree upon must meet the following restrictions: 


(a) the amount must be no less than the fair market 
value of property and money received from the 
purchasing corporation, exclusive of the shares of 
that corporation, 


it must be no more than the fair market value of the 
property transferred to the corporation. 


(b) 


In addition to this limitation for all capital and eligible 
capital property transferred, there are additional limits 
for capital property which is depreciable property of a 
prescribed class, and for eligible capital property. For 
depreciable property of a prescribed class (that is, not 
farm assets being depreciated on a straight-line basis) the 
agreed amount must not be less than the least of: 


the undepreciated capital cost of the class to which 
the property belongs, 


(a) 


(b) the cost of the particular property to the partnership, 


the fair market value of the particular property at 
the time of transfer. 


(c) 


Where the agreed price for the depreciable property is 
less than the capital cost to the partnership, the corpora- 
tion is deemed to have the partnership’s capital cost and 
to have claimed capital cost allowance for the difference. 


For eligible capital property (e.g. goodwill and similar 
assets) the agreed amount must not be less than the 
least of: 


(a) 2 times the ‘“‘cumulative eligible capital’ of the 
partnership, 
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(b) the cost of the particular property to the partnership, 


(c) the fair market value of the particular property at 
the time of the transfer. 


In most cases where these provisions can be used, a part 
of the consideration will be shares, and perhaps several 
classes of shares. Rules are provided for allocating the 
agreed amount to the various types of consideration 
received in order to establish the cost of each to the 
partnership. For that part of the consideration which is 
not shares of the purchasing corporation, the cost to the 
partnership will be the lesser of: 


(a) the fair market value of that property, 


(b) the portion of the fair market value of the property 
transferred to the corporation that the fair market 
value of the particular property received from the 
corporation is of the fair market value of all property 
(excluding the corporation shares) received from the 
corporation. 


If all of the agreed amount is not applied as above, the 
remainder is applied first as cost of preferred shares 
received up to the extent of their fair market value, and 
if there is still some of the agreed amount unused, it is 
allocated to the common shares received. 


Example 


Fair market value of property transferred to the 
corporation by the partnership 
Consideration received from corporation 
Notes (fair market value) $15,000 
Preferred shares 1,000 shares 
Common shares 5,000 shares 


$25 ,000 


If agreed by the partners and the corporation, any amount 
between $15,000 and $25,000 may be elected as proceeds 
and cost for tax purposes provided that the restrictions 
on depreciable and eligible capital property are met. If 
the amount of $20,000 was agreed upon, the partnership 
would have proceeds of disposal of $20,000, which could 
result in income to the partnership (e.g. capital gain or 
recapture of capital cost allowance). On the other hand, 
the corporation has a cost of $20,000 for tax purposes. 
The $20,000 will be allocated to the property received by 
the partnership as follows: 


Cost 
$15,000 (Fair market value) 
4,000 (Assuming fair market value is 
$4 per share) 
1,000 (Unabsorbed balance of agreed 
amount) 


Property 
Notes 
Preferred shares 


Common shares 


Agreed amount $20,000 


Had the agreed amount been $16,000, the preferred 
shares would have been valued at $1,000 and the common 
at zero. 


Note 


If proceeds of $20,000 would have resulted in a capital 
loss to the partnership, the partnership would not be 
allowed to claim such a loss because it controls the cor- 
poration to which the property was sold. Instead the 
amount of the loss would be added to the cost of the 
common shares it owns in the company and if it owns 
no common shares that amount would be added to the 
cost of its preferred shares. 


Partnership Wound-Up after Transferring Property to a 
Corporation (Section 85) 


If a partnership has disposed of property to a Canadian 
corporation and has elected as described under the pre- 
ceding heading, and the partnership is wound-up within 
60 days of that disposal and at a time when its only 
assets were: 


e money 


e shares of that corporation 


e other property received from the corporation for the 
disposal, 


then the cost to a partner of the various types of con- 
sideration that he receives on the wind-up will be: 


(a) for property other than shares of the corporation, 
its fair market value, 

(b) for preferred shares of the corporation, the excess, 

if any, of the adjusted cost base of his partnership 

interest, over the value in (a), up to the fair market 

value of the preferred shares, 


for common shares, the excess, if any, of the adjusted 
cost base of his partnership interest over the amounts 
in (a) and (b). 


The total of the amounts in (a), (b) and (c) will be the 
proceeds of disposal of his partnership interest. The re- 
sult is that a partner will have a gain on such a disposal 
only to the extent that the fair market value of property, 
exclusive of shares in the company, exceeds the adjusted 
cost base of his partnership interest, and that he will have 
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no loss and no further gain until he disposes of some of 
the shares he received on the wind-up. 


Joint Ownership (Section 98) 


Where a Canadian partnership ceases to exist, and the 
partners then own all the partnership property jointly so 
that each partner’s proportionate interest in any one 
property is the same as his proportionate interest in every 
other property that was formerly property of the partner- 
ship, the following rules apply if all the partners so elect: 


(a) each partner’s proceeds of disposition of his partner- 
ship interest will be the greater of: 


(i) the adjusted cost base of his interest 


(ii) any money received plus his share of the ‘cost 
amount” (value for tax purposes) to the partner- 
ship of the properties distributed to the partners, 


(b) each former partner’s cost of his share of a property 
described in (a) (ii) will be: 


(i) the amount described in (a) (11) above, plus, if 
the adjusted cost base of his interest is greater 
than the total of amounts described in (a) (ii), 

(ii) any amount the person chooses in respect of 

any capital property which is not depreciable, 

which will not make the cost of the property 
greater than its fair market value. The total of 
such added amounts may not exceed the differ- 

ence between (a) (ii) and (a) (i). 

(iii) if the amounts chosen in (ii) are less than the 

difference mentioned above, one-half of the un- 

absorbed balance of that difference may be 
allocated to that property which is depreciable, 
or is not capital property, in such manner as 
the person chooses, provided the resulting cost 
of a property does not exceed its fair market 


value. 
Example 
Fair Market 

Property Cost Amount Value 
Bonds $21,000 $24,000 
Land 12,000 30,000 
Building 30,000 36,000 

$63,000 $90,000 


Partner A has a }4 interest which cost him $27,000. The 


property is distributed pro-rata amongst the partners 
and the partnership ceases; then 


(a) “A’s” proceeds of disposal of his interest is the 
greater of: 


(i) his adjusted cost base $27,000, 
or 


(ii) his share of “cost amounts” = 1% of $63,000 
or $21,000. 


As the proceeds are $27,000, he has neither a profit nor 
a loss on this disposal. 


(b) The cost of his interest in the assets is 


Amount Amount 
1/3 of allocated allocated 
Cost Amount re(b)(ii) re (b)(iii) Cost 
Bonds $ 7,000 $ 7,000 
Land 4,000 3,000 7,000 
Building 10,000 1,500 11,500 
$21,000 $3,000 $1,500 $25,500 
Notes: 


(1) After $3,000 is allocated to land, one-half of the 
balance, that is, one-half of $3,000 can be allocated 
to the building. 


(2) After the allocations, the new cost of his share of the 
asset does not exceed his share of the fair market 
value of the asset. 


Sole Proprietorship (Section 98) 


Where a Canadian partnership has ceased to exist, and 
within 3 months thereof one of the former partners car- 
ries on the partnership business as a sole proprietorship 
and continues to use partnership property received as 
proceeds of disposition of his interest, the following 
rules apply: 


(a) the proceeds of disposition of his partnership in- 
terest will be the greater of: 


(i) the adjusted cost base of his interest, 
(ii) the “cost amount” to the partnership of the 


properties used by him to carry on the business, 
plus the fair market value of any properties 


received for his interest but not used to carry 
on the business; 


(b) the proprietor’s cost of a property described in (a) 
(ii) which is used in the proprietorship will be: 


(i) the “cost amount” of the property to the part- 
nership, plus, if the adjusted cost base of his 
interest is greater than the total of amounts 
described in (a) (ii), 


(ii) any amount the person chooses in respect of any 
capital property which is not depreciable, which 
will not make the cost of the property greater 
than its fair market value. The total of such 
added amounts may not exceed the difference 
between (a) (ii) and (a) (i). 


(iii) if the amounts chosen in (b) (ii) are less than the 
difference mentioned above, one-half of the un- 
absorbed balance of that difference may be 
allocated to that partnership property being 
used in the proprietorship which is depreciable, 
or is not capital property, in such manner as the 
person chooses, provided the resulting cost of 
a property does not exceed its fair market value. 


Example 

Partnership 

Property used Fair Market 

in proprietorship Cost Amount Value 

Inventory $ 2,500 $ 3,000 

Land 12,000 13,000 

Building 20,000 23,000 
$34, 500 $39,000 

Other property received 

for the interest 

Bonds 2,500 (fair market value) 
$37,000 


Partner A’s interest had an adjusted cost base of $40,000 


(a) A’s proceeds of disposal of his interest is the greater 
of: 


(i) his adjusted cost base $40 , 000 
or 
(ii) the cost amount of partnership property 
used in the proprietorship 34,500 
plus, the fair market value of other property 
received for his interest (bonds) 2,500 
$37,000 


that is $40,000. Hence he has neither a profit nor a loss 
on this disposal. 


(b) The cost of his interest in the assets is not exceed the fair market value of the asset. 


Amount Amount ; 2 A 
(3) The cost of the bonds is their fair market value. 


Cost Allocated Allocated 
Amount re (b)(ii) re (b)(ili) Cost 
Inventory $ 2,500 $ 500 $ 3,000 Continuation of Partnership (Section 98) 
Land 12,000 $1,000 13,000 ‘ . 
Building 20,000 500 20, 500 In those cases where a partnership has ceased to exist 
$34,500 $1,000 $1,000 $36, 500 legally, but all the property has not yet been distributed 
Bonds $ 2,500 to the partners, the partnership will be deemed to still 
exist for tax purposes until the property has been distrib- 
Notes: uted. Similarly, if a partner withdraws from a partner- 
ship but has not withdrawn his entitlement to partnership 
(1) After $1,000 is allocated to land, one-half the balance property, he will be treated as a partner for purposes of 
i.e. one-half of $2,000 can be allocated to the other accounting for his interest in the partnership until he has 
assets. received his entitlement. These special treatments defer 
the partner’s tax liability until he has recovered more 
(2) After the allocations, the new cost of the assets does than his costs. 
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